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Dear Mr. Frierson:

The purpose of this letter is to support the proposed rule seeking to implement Section
318 of the Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank Act”).
The need for this provision, which authorizes assessments of fees on certain large financial
institutions to support regulatory oversight, is well established. Prompt implementation of the
rule is essential to give federal regulators of large banks and systemically important financial
institutions the resources to keep pace with an industry that has grown in complexity and size.

The strained ability of federal regulators to stay informed of large bank activity, including
derivatives trading, was exposed in a recent investigation by my Subcommittee of certain
synthetic credit derivatives at JPMorgan Chase. Due to their enormous size, those trades became
known as the “whale trades,” and caused a loss of at least $6.2 billion at the bank in 2012. In
connection with that investigation, the Permanent Subcommittee on Investigations released a
300-page bipartisan report entitled, “JPMorgan Chase Whale Trades: A Case History of
Derivatives Risks and Abuses,” and held a hearing on March 15, 2013." The investi gation
uncovered conduct by JPMorgan Chase indicating that the bank had not been forthcoming with
its primary federal regulator, the Office of the Comptroller of the Currency (“OCC”), and had at
times even provided misinformation, none of which was detected by the OCC until months later.

The troubling conduct included the following:

e In the first quarter of 2012, without alerting its regulators, JPMorgan Chase’s Chief
Investment Office (“CIO”) used bank deposits, including some that were federally
insured, to triple the size of its Synthetic Credit Portfolio to $157 billion. The CIO’s
high risk, complex, short term credit derivatives trading strategies were disclosed to
regulators only after the portfolio attracted media attention.

' “JPMorgan Chase Whale Trades: A Case History of Derivatives Risks and Abuses,” U.S. Senate Permanent
Subcommittee on Investigations (3/15/2013) (hereinafter “Levin-McCain Report”).
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e JPMorgan Chase also mischaracterized the Synthetic Credit Portfolio (“SCP”) as a
risk-mitigating hedge, while failing to identify the assets or portfolios being hedged,
test the size or effectiveness of the alleged hedging activity, or show how the SCP
lowered rather than increased bank risk.

e In addition, JPMorgan Chase dodged regulatory oversight by omitting SCP specific
data from routine reports sent to the OCC; omitting mention of the SCP’s growing
size, complexity, risk profile, and losses; responding to OCC information requests
with blanket assurances and unhelpful aggregate portfolio data; and initially denying
portfolio valuation problems.

It was not until May 2012, a few days before the bank was forced to disclose $2 billion in
SCP losses in its public SEC filings, that the OCC learned of the level of serious problems
besetting the portfolio. Given prior risk assessments, the OCC had assigned ten capital markets
examiners to oversee JPMorgan Chase’s trading activity at both its Investment Bank and CIO;
given the relatively low risk profile given for the CIO, the OCC had not assigned any staff with
derivatives experience to oversee CIO trading. As a result, the OCC had been largely unaware of
the Synthetic Credit Portfolio until its trades grew so large, they roiled world credit markets, and
media reports dubbed the bank’s key trader as the “London Whale.”

Even then, the bank offered such vigorous reassurance to its regulators about its portfolio,
that the OCC initially considered the matter closed. It was not until after the bank disclosed the
CIO’s growing losses that the OCC added staff with derivatives expertise and engaged in two
separate inquiries into the CIO’s Synthetic Credit Portfolio to uncover the history, extent, and
risks associated with the CIO’s credit derivatives trading activity. The fact that JPMorgan was
able to build a high risk credit derivatives trading portfolio for years within the bank with little
notice to its primary regulator, and was able within months to triple its size and change its
composition, while hiding massive, unexpected losses, provides solid evidence of the need for a
higher level of regulatory attention, training, and expertise, in order to ensure effective oversight
of large financial institutions. To ensure this evidence is considered during the course of the
rulemaking process, this letter requests that the enclosed Levin-McCain report be included in the
administrative record for the proposed rule.

Implementing Section 318 is an important step in providing financial regulators with the
necessary resources to fulfill their mandate to ensure large financial institutions operate in a safe
and sound manner. The proposed rule to implement Section 318 will provide for an annual
assessment of bank holding companies and savings and loan holding companies with $50 billion
or more in total consolidated assets and for nonbank financial companies designated by the
Financial Stability Oversight Council for supervision by the Federal Reserve. The assessment
fees imposed on those financial institutions are reasonable given the intricacies involved in
monitoring, analyzing, and ensuring the safety and soundness of such complex institutions.
According the Federal Reserve’s methodology, approximately 70 financial institutions with
aggregate total assessable assets of about $20 trillion would pay a combined total of $440 million
per year in fees, an amount which represents about two-thousandth of one percent of the $20
trillion in assets at issue. More specifically, financial institutions with the threshold $50 billion



in assets would pay approximately $1 million per year, while those with total assessable assets of
$1 trillion would pay approximately $22 million.

The additional fees would provide regulatory supervisors with critically needed resources
to identify higher risk investment portfolios and to carry out inspections of those portfolios on a
transaction-by-transaction basis to ensure effective risk management, operational functions, and
capital reserves. For instance, with asset-backed securities, Federal Reserve System’s Trading
and Capital Markets Activities Manual Section 4105.1 notes: “Although the basic elements of
all asset-backed securities are similar, individual transactions can differ markedly in both
structure and execution.” Instead of relying solely on a bank’s internal investment performance,
risk management, or audit reports, additional resources could allow regulators to undertake
independent sampling and analysis of individual portfolios and related transactions. Independent
regulatory assessments would have been revealing in the case of the whale trades, where the
OCC later criticized both the Risk Management and Audit functions.

As another example, when examiners review a community bank, they are likely to pull
specific loan files to evaluate the supporting documentation, collateral, and payment history, and
to look for any errors. They may also look for how the loan is being accounted for on the bank’s
books. That type of transaction-by-transaction scrutiny is currently performed, for example, for
a $40,000 line of credit between a community bank and a small manufacturer in Michigan. But
if a big bank bets millions, or even billions of dollars through derivatives trades, their books and
records apparently do not undergo a similar level of scrutiny by regulators. The Section 318
fees, as currently proposed, could help end that imbalance in oversight.

Thank you for this opportunity to comment on the Proposed Rule.
Sincerely,

A R

Carl Levin
Chairman
Permanent Subcommittee on Investigations

Enclosures
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JPMORGAN CHASE WHALE TRADES:
A CASE HISTORY OF DERIVATIVES RISKS AND ABUSES

March 15, 2013

JPMorgan Chase & Company is the largest financial holding company in the United
States, with $2.4 trillion in assets. It is also the largest derivatives dealer in the world and the
largest single participant in world credit derivatives markets. Its principal bank subsidiary,
JPMorgan Chase Bank, is the largest U.S. bank. JPMorgan Chase has consistently portrayed
itself as an expert in risk management with a “fortress balance sheet” that ensures taxpayers have
nothing to fear from its banking activities, including its extensive dealing in derivatives. But in
early 2012, the bank’s Chief Investment Office (C10), which is charged with managing $350
billion in excess deposits, placed a massive bet on a complex set of synthetic credit derivatives
that, in 2012, lost at least $6.2 billion.

The CIO’s losses were the result of the so-called “London Whale” trades executed by
traders in its London office — trades so large in size that they roiled world credit markets.
Initially dismissed by the bank’s chief executive as a “tempest in a teapot,” the trading losses
quickly doubled and then tripled despite a relatively benign credit environment. The magnitude
of the losses shocked the investing public and drew attention to the CIO which was found, in
addition to its conservative investments, to be bankrolling high stakes, high risk credit derivative
trades that were unknown to its regulators.

The JPMorgan Chase whale trades provide a startling and instructive case history of how
synthetic credit derivatives have become a multi-billion dollar source of risk within the U.S.
banking system. They also demonstrate how inadequate derivative valuation practices enabled
traders to hide substantial losses for months at a time; lax hedging practices obscured whether
derivatives were being used to offset risk or take risk; risk limit breaches were routinely
disregarded; risk evaluation models were manipulated to downplay risk; inadequate regulatory
oversight was too easily dodged or stonewalled; and derivative trading and financial results were
misrepresented to investors, regulators, policymakers, and the taxpaying public who, when banks
lose big, may be required to finance multi-billion-dollar bailouts.

The JPMorgan Chase whale trades provide another warning signal about the ongoing
need to tighten oversight of banks’ derivative trading activities, including through better
valuation techniques, more effective hedging documentation, stronger enforcement of risk limits,
more accurate risk models, and improved regulatory oversight. The derivatives overhaul
required by the Dodd-Frank Wall Street Reform and Consumer Protection Act is intended to
provide the regulatory tools needed to tackle those problems and reduce derivatives-related risk,
including through the Merkley-Levin provisions that seek to implement the VVolcker Rule’s
prohibition on high risk proprietary trading by federally insured banks, even if portrayed by
banks as hedging activity designed to lower risk.



I. EXECUTIVE SUMMARY

A. Subcommittee Investigation

The JPMorgan Chase whale trades first drew public attention in April 2012. Beginning
that same month, Senator Carl Levin’s office made preliminary inquiries into what happened and
subsequently received a series of briefings from JPMorgan Chase. On June 13, 2012, the U.S.
Senate Committee on Banking, Housing, and Urban Affairs held a hearing in which JPMorgan
Chase’s Chief Executive Officer Jamie Dimon testified and answered questions about the whale
trades.’ On June 19, 2012, Mr. Dimon appeared at a second hearing before the U.S. House
Committee on Financial Services.?

In July 2012, the U.S. Senate Permanent Subcommittee on Investigations initiated a
bipartisan investigation into the trades. Over the course of the next nine months, the
Subcommittee collected nearly 90,000 documents, reviewed and, in some cases transcribed, over
200 recorded telephone conversations and instant messaging exchanges,® and conducted over 25
interviews of bank and regulatory agency personnel. The Subcommittee also received over 25
briefings from the bank and its regulators, including the Office of the Comptroller of the
Currency (OCC) and Federal Deposit Insurance Corporation (FDIC), and consulted with
government and private sector experts in financial regulation, accounting practices, derivatives
trading, and derivatives valuation.

The materials reviewed by the Subcommittee included JPMorgan Chase filings with the
Securities and Exchange Commission (SEC), documents provided to and by the OCC, JPMorgan
Chase board and committee minutes, internal memoranda, correspondence, and emails,
chronologies of trading positions, records of risk limit utilizations and breaches, audio recordings
and instant messaging exchanges, legal pleadings, and media reports. In addition, JPMorgan
Chase briefed the Subcommittee about the findings of an internal investigation conducted by a
task force headed by Michael Cavanagh, a senior bank official who is a member of the firm’s
Executive and Operating Committees. That investigation released its results to the public in a
report on January 16, 2013.* Bank representatives also read to the Subcommittee portions of
notes taken during interviews conducted by the JPMorgan Chase Task Force of CIO personnel,
including traders, who were based in London. In addition to bank materials, the Subcommittee
reviewed documents prepared by or sent to or from banking and securities regulators, including
bank examination reports, analyses, memoranda, correspondence, emails, OCC Supervisory
Letters, and Cease and Desist Orders. Those materials included nonpublic OCC examination

! See “A Breakdown in Risk Management: What Went Wrong at JPMorgan Chase?” U.S. Senate Committee on
Banking, Housing, and Urban Affairs, S. Hrg. 112-715 (June 13, 2012).

2 See “Examining Bank Supervision and Risk Management in Light of JPMorgan Chase’s Trading Loss,” U.S.
House of Representatives Committee on Financial Services, Serial No. 112-136 (June 19, 2012).

® The British regulator, the Financial Services Authority, requires telephone calls regarding trading to be taped,
including with respect to all financial transactions likely to result in a trade. See Conduct of Business Sourcebook
(Recording of Telephone Conversations and Electronic Communications) Instrument 2008, FSA 2008/6 (U.K.).

* See 1/16/2013 “Report of JPMorgan Chase & Co. Management Task Force Regarding 2012 CIO Losses,”
prepared by JPMorgan Chase, http://files.shareholder.com/downloads/ONE/2288197031x0x628656/4ch574a0-0bf5-
4728-9582-625e4519b5ab/Task Force_Report.pdf.
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materials and reports on the whale trades and on the OCC’s own oversight efforts.” The
Subcommittee also spoke with and received materials from firms that engaged in credit
derivative trades with the CIO.

JPMorgan Chase has cooperated fully with the Subcommittee’s inquiry, as have the
regulatory agencies. However, several former JPMorgan Chase employees located in London
declined Subcommittee requests for interviews and, because they resided outside of the United
States, were beyond the Subcommittee’s subpoena authority. Those former employees, Achilles
Macris, Javier Martin-Artajo, Bruno lksil, and Julien Grout, played key parts in the events at the
center of this inquiry; their refusal to provide information to the Subcommittee meant that this
Report had to be prepared without their direct input. The Subcommittee relied instead on their
internal emails, recorded telephone conversations and instant messages, internal memoranda and
presentations, and interview summaries prepared by the bank’s internal investigation, to
reconstruct what happened.

B. Overview

The Subcommittee’s investigation has determined that, over the course of the first quarter
of 2012, JPMorgan Chase’s Chief Investment Office used its Synthetic Credit Portfolio (SCP) to
engage in high risk derivatives trading; mismarked the SCP book to hide hundreds of millions of
dollars of losses; disregarded multiple internal indicators of increasing risk; manipulated models;
dodged OCC oversight; and misinformed investors, regulators, and the public about the nature of
its risky derivatives trading. The Subcommittee’s investigation has exposed not only high risk
activities and troubling misconduct at JPMorgan Chase, but also broader, systemic problems
related to the valuation, risk analysis, disclosure, and oversight of synthetic credit derivatives
held by U.S. financial institutions.

(1) Increasing Risk

In 2005, JPMorgan Chase spun off as a separate unit within the bank its Chief Investment
Office (C10), which was charged with investing the bank’s excess deposits, and named as its
head, Ina Drew, who served as the bank’s Chief Investment Officer. In 2006, the CIO approved
a proposal to trade in synthetic credit derivatives, a new trading activity. In 2008, the CIO began
calling its credit trading activity the Synthetic Credit Portfolio.

Three years later, in 2011, the SCP’s net notional size jumped from $4 billion to $51
billion, a more than tenfold increase. In late 2011, the SCP bankrolled a $1 billion credit
derivatives trading bet that produced a gain of approximately $400 million. In December 2011,
JPMorgan Chase instructed the CIO to reduce its Risk Weighted Assets (RWA) to enable the
bank, as a whole, to reduce its regulatory capital requirements. In response, in January 2012,
rather than dispose of the high risk assets in the SCP — the most typical way to reduce RWA —
the C10 launched a trading strategy that called for purchasing additional long credit derivatives
to offset its short derivative positions and lower the CIO’s RWA that way. That trading strategy

® See 10/26/2012 Confidential Supervisory Report, OCC, PSI-OCC-13-000014-126 [Sealed Exhibit].



not only ended up increasing the portfolio’s size, risk, and RWA, but also, by taking the portfolio
into a net long position, eliminated the hedging protections the SCP was originally supposed to
provide.

In the first quarter of 2012, the CI10O traders went on a sustained trading spree, eventually
increasing the net notional size of the SCP threefold from $51 billion to $157 billion. By March,
the SCP included at least $62 billion in holdings in a U.S. credit index for investment grade
companies; $71 billion in holdings in a credit index for European investment grade companies;
and $22 billion in holdings in a U.S. credit index for high yield (non-investment grade)
companies. Those holdings were created, in part, by an enormous series of trades in March, in
which the CIO bought $40 billion in notional long positions which the OCC later characterized
as “doubling down” on a failed trading strategy. By the end of March 2012, the SCP held over
100 different credit derivative instruments, with a high risk mix of short and long positions,
referencing both investment grade and non-investment grade corporations, and including both
shorter and longer term maturities. JPMorgan Chase personnel described the resulting SCP as
“huge” and of “a perilous size” since a small drop in price could quickly translate into massive
losses.

At the same time the CIO traders were increasing the SCP’s holdings, the portfolio was
losing value. The SCP reported losses of $100 million in January, another $69 million in
February, and another $550 million in March, totaling at quarter-end nearly $719 million. A
week before the quarter ended, on March 23, 2012, CIO head Ina Drew ordered the SCP traders
to “put phones down” and stop trading.

In early April, the press began speculating about the identity of the “London Whale”
behind the huge trades roiling the credit markets, eventually unmasking JPMorgan Chase’s Chief
Investment Office. Over the next three months, the CIO’s credit derivatives continued to lose
money. By May, the Synthetic Credit Portfolio reported losing $2 billion; by the end of June, the
losses jumped to $4.4 billion; and by the end of the year, the total reached at least $6.2 billion.

JPMorgan Chase told the Subcommittee that the SCP was not intended to function as a
proprietary trading desk, but as insurance or a “hedge” against credit risks confronting the bank.
While its original approval document indicated that the SCP was created with a hedging function
in mind, the bank was unable to provide documentation over the next five years detailing the
SCP’s hedging objectives and strategies; the assets, portfolio, risks, or tail events it was supposed
to hedge; or how the size, nature, and effectiveness of its hedges were determined. The bank was
also unable to explain why the SCP’s hedges were treated differently from other types of hedges
within the CIO.

While conducting its review of the SCP, some OCC examiners expressed skepticism that
the SCP functioned as a hedge at all. In a May 2012 internal email, for example, one OCC
examiner referred to the SCP as a “make believe voodoo magic ‘composite hedge.”” When he
was asked about the Synthetic Credit Portfolio, JPMorgan Chase CEO Jamie Dimon told the
Senate Banking Committee that, over time, the “portfolio morphed into something that rather
than protect the firm, created new and potentially larger risks.” Mr. Dimon has not
acknowledged that what the SCP morphed into was a high risk proprietary trading operation.



(2) Hiding Losses

In its first four years of operation, the Synthetic Credit Portfolio produced positive
revenues, but in 2012, it opened the year with sustained losses. In January, February, and March,
the days reporting losses far exceeded the days reporting profits, and there wasn’t a single day
when the SCP was in the black. To minimize its reported losses, the CIO began to deviate from
the valuation practices it had used in the past to price credit derivatives. In early January, the
CI10 had typically established the daily value of a credit derivative by marking it at or near the
midpoint price in the daily range of prices (bid-ask spread) offered in the marketplace. Using
midpoint prices had enabled the CIO to comply with the requirement that it value its derivatives
using prices that were the “most representative of fair value.” But later in the first quarter of
2012, instead of marking near the midpoint, the CIO began to assign more favorable prices
within the daily price range (bid-ask spread) to its credit derivatives. The more favorable prices
enabled the CIO to report smaller losses in the daily profit/loss (P&L) reports that the SCP filed
internally within the bank.

The data indicates that the Cl1O began using more favorable valuations in late January and
accelerated that practice over the next two months. By March 15, 2012, two key participants,
Julien Grout, a junior trader charged with marking the SCP’s positions on a daily basis, and his
supervisor, Bruno Iksil, head trader in charge of the SCP, were explicit about what they were
doing. As Mr. Grout told Mr. Iksil in a recorded telephone conversation: “l am not marking at
mids as per a previous conversation.” The next day, Mr. Iksil expressed to Mr. Grout his
concerns about the growing discrepancy between the marks they were reporting versus those
called for by marking at the midpoint prices: “I can’t keep this going .... | think what he’s [their
supervisor, Javier Martin-Artajo] expecting is a re-marking at the end of the month .... 1 don’t
know where he wants to stop, but it’s getting idiotic.”

For five days, from March 12 to 16, 2012, Mr. Grout prepared a spreadsheet tracking the
differences between the daily SCP values he was reporting and the values that would have been
reported using midpoint prices. According to the spreadsheet, by March 16, 2012, the Synthetic
Credit Portfolio had reported year-to-date losses of $161 million, but if midpoint prices had been
used, those losses would have swelled by another $432 million to a total of $593 million. CIO
head Ina Drew told the Subcommittee that it was not until July 2012, after she had left the bank,
that she became aware of this spreadsheet and said she had never before seen that type of
“shadow P&L document.”

On March 23, Mr. Iksil estimated in an email that the SCP had lost about $600 million
using midpoint prices and $300 million using the “best” prices, but the SCP ended up reporting
within the bank a daily loss of only $12 million. On March 30, the last business day of the
quarter, the C10O internally reported a sudden $319 million daily loss. But even with that
outsized reported loss, a later analysis by the CIO’s Valuation Control Group (VCG) noted that,
by March 31, 2012, the difference in the CIO’s P&L figures between using midpoint prices
versus more favorable prices totaled $512 million.

On April 10, 2012, the CIO initially reported an estimated daily loss of $6 million, but 90
minutes later, after a confrontation between two CIO traders, issued a new P&L report estimating



a loss of $400 million. That change took place on the first trading day after the whale trades
gained public attention; one CIO trader later said C1O personnel were “scared” at the time to
hide such a large loss. As a result, the SCP internally reported year-to-date losses of about $1.2
billion, crossing the $1 billion mark for the first time.

One result of the CIO’s using more favorable valuations was that two different business
lines within JPMorgan Chase, the Chief Investment Office and the Investment Bank, assigned
different values to identical credit derivative holdings. Beginning in March 2012, as CIO
counterparties learned of the price differences, several objected to the C1O’s values, resulting in
collateral disputes peaking at $690 million. In May, the bank’s Deputy Chief Risk Officer
Ashley Bacon directed the CIO to mark its books in the same manner as the Investment Bank,
which used an independent pricing service to identify the midpoints in the relevant price ranges.
That change in valuation methodology resolved the collateral valuation disputes in favor of the
CIQO’s counterparties and, at the same time, put an end to the mismarking.

On May 10, 2012, the bank’s Controller issued an internal memorandum summarizing a
special assessment of the SCP’s valuations from January through April. Although the
memorandum documented the C10’s use of more favorable values through the course of the first
quarter, and a senior bank official even privately confronted a CIO manager about using
“aggressive” prices in March, the memorandum generally upheld the C1O valuations. The bank
memorandum observed that the C1O had reported about $500 million less in losses than if it had
used midpoint prices for its credit derivatives, and even disallowed and modified a few prices
that had fallen outside of the permissible price range (bid-ask spread), yet found the CI10O had
acted “consistent with industry practices.”

The sole purpose of the Controller’s special assessment was to ensure that the C1O had
accurately reported the value of its derivative holdings, since those holdings helped determine
the bank’s overall financial results. The Controller determined that the CIO properly reported a
total of $719 million in losses, instead of the $1.2 billion that would have been reported if
midpoint prices had been used. That the Controller essentially concluded the SCP’s losses could
legitimately fall anywhere between $719 million and $1.2 billion exposes the subjective,
imprecise, and malleable nature of the derivative valuation process.

The bank told the Subcommittee that, despite the favorable pricing practices noted in the
May memorandum, it did not view the ClO as having engaged in mismarking until June 2012,
when its internal investigation began reviewing CIO recorded telephone calls and heard CIO
personnel disparaging the marks they were reporting. On July 13, 2012, the bank restated its
first quarter earnings, reporting additional SCP losses of $660 million. JPMorgan Chase told the
Subcommittee that the decision to restate its financial results was a difficult one, since $660
million was not clearly a “material” amount for the bank, and the valuations used by the CIO did
not clearly violate bank policy or generally accepted accounting principles. The bank told the
Subcommittee that the key consideration leading to the restatement of the bank’s losses was its
determination that the London CIO personnel had not acted in “good faith” when marking the
SCP book, which meant the SCP valuations had to be revised.



The ability of C10 personnel to hide hundreds of millions of dollars of additional losses
over the span of three months, and yet survive internal valuation reviews, shows how imprecise,
undisciplined, and open to manipulation the current process is for valuing credit derivatives.
This weak valuation process is all the more troubling given the high risk nature of synthetic
credit derivatives, the lack of any underlying tangible assets to stem losses, and the speed with
which substantial losses can accumulate and threaten a bank’s profitability. The whale trades’
bad faith valuations exposed not only misconduct by the C1O and the bank’s violation of the
derivative valuation process mandated in generally accepted accounting principles, but also a
systemic weakness in the valuation process for all credit derivatives.

(3) Disregarding Risk

In contrast to JPMorgan Chase’s reputation for best-in-class risk management, the whale
trades exposed a bank culture in which risk limit breaches were routinely disregarded, risk
metrics were frequently criticized or downplayed, and risk evaluation models were targeted by
bank personnel seeking to produce artificially lower capital requirements.

The CIO used five key metrics and limits to gauge and control the risks associated with
its trading activities, including the Value-at-Risk (VaR) limit, Credit Spread Widening 01 (CS01)
limit, Credit Spread Widening 10% (CSW10%) limit, stress loss limits, and stop loss advisories.
During the first three months of 2012, as the CIO traders added billions of dollars in complex
credit derivatives to the Synthetic Credit Portfolio, the SCP trades breached the limits on all five
risk metrics. In fact, from January 1 through April 30, 2012, CIO risk limits and advisories were
breached more than 330 times.

In January 2012, the SCP breached the VaR limit for both the C10 and the bank as a
whole. That four-day breach was reported to the bank’s most senior management, including
CEO Jamie Dimon. In the same month, the SCP repeatedly breached the CS01 limit, exceeding
the limit by 100% in January, by 270% in early February, and by more than 1,000% in mid-
April. In February 2012, a key risk metric known as the Comprehensive Risk Measure (CRM)
warned that the SCP risked incurring a yearly loss of $6.3 billion, but that projection was
dismissed at the time by ClO personnel as “garbage.” In March 2012, the SCP repeatedly
breached the CSW10% limit, as well as stress loss limits signaling possible losses in adverse
market conditions, and stop loss advisories that were supposed to set a ceiling on how much
money a portfolio was allowed to lose over a specified period of time. Concentration limits that
could have prevented the SCP from acquiring outsized positions were absent at the CIO despite
being commonplace for the same instruments at JPMorgan Chase’s Investment Bank.

The SCP’s many breaches were routinely reported to JPMorgan Chase and CIO
management, risk personnel, and traders. The breaches did not, however, spark an in-depth
review of the SCP or require immediate remedial actions to lower risk. Instead, the breaches
were largely ignored or ended by raising the relevant risk limit.

In addition, CIO traders, risk personnel, and quantitative analysts frequently attacked the
accuracy of the risk metrics, downplaying the riskiness of credit derivatives and proposing risk
measurement and model changes to lower risk results for the Synthetic Credit Portfolio. In the



case of the C10 VaR, after analysts concluded the existing model was too conservative and
overstated risk, an alternative C1O model was hurriedly adopted in late January 2012, while the
CIO was in breach of its own and the bankwide VaR limit. The bank did not obtain OCC
approval as it should have to use the model for the SCP. The CIO’s new model immediately
lowered the SCP’s VaR by 50%, enabling the CI1O not only to end its breach, but to engage in
substantially more risky derivatives trading. Months later, the bank determined that the model
was improperly implemented, requiring error-prone manual data entry and incorporating formula
and calculation errors. On May 10, the bank backtracked, revoking the new VaR model due to
its inaccuracy in portraying risk, and reinstating the prior model.

In the case of the bank’s CRM risk metric and model, CIO quantitative analysts, traders,
and risk managers attacked it for overstating risk compared to their own far more optimistic
analysis. The CIO’s lead quantitative analyst also pressed the bank’s quantitative analysts to
help the C1O set up a system to categorize the SCP’s trades for risk measurement purposes in a
way designed to produce the “optimal” — meaning lowest — Risk Weighted Asset total. The CI1O
analyst who pressed for that system was cautioned against writing about it in emails, but received
sustained analytical support from the bank in his attempt to construct the system and artificially
lower the SCP’s risk profile.

The head of the CIO’s London office, Achilles Macris, once compared managing the
Synthetic Credit Portfolio, with its massive, complex, moving parts, to flying an airplane. The
OCC Examiner-in-Charge at JPMorgan Chase told the Subcommittee that if the Synthetic Credit
Portfolio were an airplane, then the risk metrics were the flight instruments. In the first quarter
of 2012, those flight instruments began flashing red and sounding alarms, but rather than change
course, JPMorgan Chase personnel disregarded, discounted, or questioned the accuracy of the
instruments instead. The bank’s actions not only exposed the many risk management
deficiencies at JPMorgan Chase, but also raise systemic concerns about how many other
financial institutions may be disregarding risk indicators and manipulating models to artificially
lower risk results and capital requirements.

(4) Avoiding and Conducting OCC Oversight

Prior to media reports of the whale trades in April 2012, JPMorgan Chase provided
minimal information about the C1O’s Synthetic Credit Portfolio to its primary regulator, the
Office of the Comptroller of the Currency (OCC), despite the SCP’s supposedly important role
in offsetting the bank’s credit risks, its rapid growth in 2011 and 2012, and its increasingly risky
credit derivatives. While the OCC, in hindsight, has identified occasional references to a *“core
credit portfolio” in bank materials, and the bank has produced copies of some emails sent to the
OCC with routine risk information and occasional similar references, the OCC told the
Subcommittee that the earliest explicit mention of the SCP did not appear until January 27, 2012,
in a routine VaR report.

Because the OCC was unaware of the risks associated with the SCP, it conducted no
reviews of the portfolio prior to 2012. Both the OCC and JPMorgan Chase bear fault for the
OCC’s lack of knowledge — at different points, the bank was not forthcoming and even provided
incorrect information, and at other points the OCC failed to notice and follow up on red flags



signaling increasing CI1O risk in the reports it did receive from the bank. During 2011, for
example, the notional size of the SCP grew tenfold from about $4 billion to $51 billion, but the
bank never informed the OCC of the increase. At the same time, the bank did file risk reports
with the OCC disclosing that the CIO repeatedly breached its stress limits in the first half of
2011, triggering them eight times, on occasion for weeks at a stretch, but the OCC failed to
follow up with the bank. Later in 2011, the CIO engaged in a $1 billion high risk, high stakes
credit derivatives bet that triggered a payout of roughly $400 million to the CIO. The OCC
learned of the $400 million gain, but did not inquire into the reason for it or the trading activity
behind it, and so did not learn of the extent of credit derivatives trading going on at the CIO.

In January 2012, in its first quarterly meeting with the OCC, the CIO downplayed the
portfolio’s importance by misinforming the OCC that it planned to reduce the SCP. Instead,
over the course of the quarter, the CIO tripled the notional size of the SCP from $51 billion to
$157 billion, buying a high risk mix of short and long credit derivatives with varying reference
entities and maturities. The increase in the SCP’s size and risk triggered a breach of the C1O’s
and bankwide VaR limits, which the bank disclosed to the OCC in routine risk reports at the
time, but which did not trigger an agency inquiry. Also in January, the bank sent routine risk
management notices which informed the OCC of the bank’s implementation of a new VaR
model for the C10O that would dramatically lower the SCP’s risk profile, but the OCC did not
inquire into the reasons for the model change, its impact on risk, or how the CIO was able to
reduce its risk results overnight by 50%.

In February and March, the bank began to omit key CIO performance data from its
standard reports to the OCC, while simultaneously failing to provide timely copies of a new CIO
management report. The OCC failed to notice the missing reports or request the new C1O
management report until after the April 6 press articles exposed the CI10’s risky trades. By
minimizing the CIO data it provided to the OCC about the CIO and SCP, the bank left the OCC
misinformed about the SCP’s risky holdings and growing losses.

Beginning in January and continuing through April 2012, the SCP’s high risk
acquisitions triggered multiple breaches of CIO risk limits, including its VaR, credit spread,
stress loss, and stop loss limits. Those breaches were disclosed on an ongoing, timely basis in
standard risk reports provided by the bank to the OCC, yet produced no reaction at the time from
the agency. The Subcommittee found no evidence that the OCC reviewed the risk reports when
received, analyzed the breach data, or asked any questions about the trading activity causing the
breaches to occur.

On April 6, 2012, when media reports unmasked the role of JPMorgan Chase in the
whale trades, the OCC told the Subcommittee that it was surprised to read about the trades and
immediately directed inquiries to the bank for more information. The OCC indicated that it
initially received such limited data about the trades and such blanket reassurances from the bank
about them that, by the end of April, the OCC considered the matter closed.



10

It was not until May 2012, a few days before the bank was forced to disclose $2 billion in
SCP losses in its public SEC filings, that the OCC learned of the problems besetting the
portfolio. On May 12, OCC staff told staff for a Senate Banking Committee member that the
whale trades would have been allowed under the draft Volcker Rule, an assessment that, a few
days later, the OCC disavowed as “premature.” At the instruction of the OCC’s new
Comptroller, Thomas Curry, the OCC initiated an intensive inquiry into the CIO’s credit
derivatives trading activity. Even then, the OCC told the Subcommittee that obtaining
information from JPMorgan Chase was difficult, as the bank resisted and delayed responding to
OCC information requests and sometimes even provided incorrect information. For example,
when the OCC inquired into whether the CIO had mismarked the SCP book, the bank’s Chief
Risk Officer initially denied it, and the bank delayed informing the OCC of later evidence
indicating that CIO personnel had deliberately understated the SCP losses.

On January 14, 2013, the OCC issued a Cease and Desist order against the bank, on top
of six Supervisory Letters it issued in 2012, detailing 20 “Matters Requiring Attention” that
required corrective action by the bank. In addition, the OCC conducted a review of its own
missteps and regulatory “lessons learned,” described in an internal report completed in October
2012. Among multiple failures, the OCC internal report concluded that the OCC had failed to
monitor and investigate multiple risk limit breaches by the CIO and improperly allowed
JPMorgan Chase to submit aggregated portfolio performance data that obscured the C10’s
involvement with derivatives trading.

The JPMorgan Chase whale trades demonstrate how much more difficult effective
regulatory oversight is when a bank fails to provide routine, transparent performance data about
the operation of a large derivatives portfolio, its related trades, and its daily booked values. They
also demonstrate the OCC’s failure to establish an effective regulatory relationship with
JPMorgan Chase founded on the bank’s prompt cooperation with OCC oversight efforts.
JPMorgan Chase’s ability to dodge effective OCC oversight of the multi-billion-dollar Synthetic
Credit Portfolio until massive trades, mounting losses, and media reports exposed its activities,
demonstrates that bank regulators need to conduct more aggressive oversight with their existing
tools and develop more effective tools to detect and stop unsafe and unsound derivatives trading.

(5) Misinforming Investors, Regulators, and the Public

To ensure fair, open and efficient markets for investors, federal securities laws impose
specific disclosure obligations on market participants. Public statements and SEC filings made
by JPMorgan Chase in April and May 2012 raise questions about the timeliness, completeness,
and accuracy of information presented about the CIO whale trades.

The CIO whale trades were not disclosed to the public in any way until April 2012,
despite more than $1 billion in losses and widespread problems affecting the CIO and the bank,
as described in this Report. On April 6, 2012, media reports focused public attention on the
whale trades for the first time; on April 10, which was the next trading day, the SCP reported
internally a $415 million loss. The bank’s communications officer and chief investor liaison
circulated talking points and, that same day, April 10, met with reporters and analysts to deliver
reassuring messages about the SCP. Their primary objectives were to communicate, among
other matters, that the CIO’s activities were “for hedging purposes” and that the regulators were
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“fully aware” of its activities, neither of which was true. The following day, April 11, one of the
traders told Ms. Drew, “The bank’s communications yesterday are starting to work,” suggesting
they were quieting the markets and resulting in reduced portfolio losses.

At the end of the week, on April 13, 2012, JPMorgan Chase filed an 8-K report with the
SEC with information about the bank’s first quarter financial results and hosted an earnings call.
On that call, JPMorgan Chase Chief Financial Officer Douglas Braunstein reassured investors,
analysts, and the public that the SCP’s trading activities were made on a long-term basis, were
transparent to regulators, had been approved by the bank’s risk managers, and served a hedging
function that lowered risk and would ultimately be permitted under the VVolcker Rule whose
regulations were still being developed. CEO Jamie Dimon dismissed the media reports about the
SCP as a “complete tempest in a teapot.”

A month later, in connection with its May 10, 2012 10-Q filing finalizing its first quarter
financial results, the bank announced that the SCP had lost $2 billion, would likely lose more,
and was much riskier than earlier portrayed. The 10-Q filing stated: “Since March 31, 2012,
CIO has had significant mark-to-market losses in its synthetic credit portfolio, and this portfolio
has proven to be riskier, more volatile and less effective as an economic hedge than the Firm
previously believed.” Though the markets had not reacted against JPMorgan Chase’s stock after
the reassuring April 13 8-K filing and earnings call, the bank’s stock did drop after the May 10
10-Q filing and call, as well as its announcement on May 15, that Ina Drew was departing the
bank, declining from $40.74/share on May 10 to $33.93/share one week later on May 17,
representing a drop of 17%. The stock continued to decline to $31/share on June 4, representing
an overall decline of 24%.

Given the information that bank executives possessed in advance of the bank’s public
communications on April 10, April 13, and May 10, the written and verbal representations made
by the bank were incomplete, contained numerous inaccuracies, and misinformed investors,
regulators, and the public about the C1O’s Synthetic Credit Portfolio.

More than a Tempest in a Teapot. In the April 13 earnings call, in response to a
question, Mr. Dimon dismissed media reports about the SCP as a “complete tempest in a teapot.”
While he later apologized for that comment, his judgment likely was of importance to investors
in the immediate aftermath of those media reports. The evidence also indicates that, when he
made that statement, Mr. Dimon was already in possession of information about the SCP’s
complex and sizeable portfolio, its sustained losses for three straight months, the exponential
increase in those losses during March, and the difficulty of exiting the SCP’s positions.

Mischaracterizing Involvement of Firmwide Risk Managers. Mr. Braunstein stated on
the April 13 earnings call that “all of those positions are put on pursuant to the risk management
at the firm-wide level.” The evidence indicates, however, that in 2012, JPMorgan Chase’s
firmwide risk managers knew little about the SCP and had no role in putting on its positions.
JPMorgan Chase’s Chief Risk Officer John Hogan told the Subcommittee, for example, that,
prior to the April press reports, he had been unaware of the size and nature of the SCP, much less
its mounting losses. Virtually no evidence indicates that he, his predecessor, or any other
firmwide risk manager played any role in designing or approving the SCP positions acquired in
2012, until well after the April 13 earnings call when the bank’s risk managers effectively took
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over management of the SCP. In addition, Mr. Braunstein’s statement omitted any mention of
the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012,
even though those breaches would likely have been of interest to investors.

Mischaracterizing SCP as “Fully Transparent to the Regulators.” In the bank’s
April 13 earnings call, Mr. Braunstein said that the SCP positions were “fully transparent to the
regulators,” who *“get information on those positions on a regular and recurring basis as part of
our normalized reporting.” In fact, the SCP positions had never been disclosed to the OCC in
any regular bank report. The bank had described the SCP’s positions to the OCC for the first
time, in a general way, only a few days earlier and failed to provide more detailed information
for more than a month. Mr. Braunstein’s statement also omitted the fact that JPMorgan Chase
had dodged OCC oversight of the SCP for years by failing to alert the agency to the
establishment of the portfolio, and failing to provide any portfolio-specific information in CIO
reports. During the April 13 call, the bank led investors to believe that the SCP operated under
close OCC supervision and oversight, when the truth was that the bank had provided barely any
SCP data for the OCC to review.

Mischaracterizing SCP Decisions as “Made on a Very Long-Term Basis.” On the
bank’s April 13 earnings call, Mr. Braunstein also stated that with regard to “managing” the
stress loss positions of the Synthetic Credit Portfolio, “[a]ll of the decisions are made on a very
long-term basis.” In fact, the CIO credit traders engaged in daily derivatives trading, and the
bank conceded the SCP was “actively traded.” An internal CIO presentation in March 2012,
provided to the bank’s executive committee a month before the earnings call, indicated that the
SCP operated on a “short” time horizon. In addition, many of the positions producing SCP
losses had been acquired just weeks or months earlier. Mr. Braunstein’s characterization of the
SCP as making long-term investment decisions was contrary to both the short-term posture of the
SCP, as well as how it actually operated in 2011 and 2012. His description was inaccurate at
best and deceptive at worst.

Mischaracterizing SCP Whale Trades As Providing “Stress Loss Protection.”
During the April 13 call, Mr. Braunstein indicated that the SCP was intended to provide “stress
loss protection” to the bank in the event of a credit crisis, essentially presenting the SCP as a
portfolio designed to lower rather than increase bank risk. But in early April, days before the
earnings call, Ms. Drew told the bank’s executive committee that, overall, the SCP was “long”
credit, a posture that multiple senior executives told the Subcommittee was inconsistent with
providing protection against a credit crisis. Moreover, a detailed analysis reviewed by senior
management two days before the April 13 earnings call showed that in multiple scenarios
involving a deterioration of credit, the SCP would lose money. While the bank may have sought
to reassure investors that the SCP lowered the bank’s credit risk, in fact, as then configured, the
SCP would have amplified rather than reduced the bank’s losses in the event of a credit crisis.
The bank’s description of the SCP was simply erroneous.

Asserting SCP Trades Were Consistent With the Volcker Rule. The final point made
in the April 13 earnings call by Mr. Braunstein was: “[W]e believe all of this is consistent with
what we believe the ultimate outcome will be related to VVolcker.” The Volcker Rule is intended
to reduce bank risk by prohibiting high risk proprietary trading activities by federally insured
banks, their affiliates, and subsidiaries. However, the VVolcker Rule also allows certain trading
activities to continue, including “risk-mitigating hedging activities.” Mr. Braunstein’s statement
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gave the misimpression that the SCP was “hedging” risk. When the Subcommittee asked the
bank for any legal analyses regarding the VVolcker Rule and the SCP, the bank responded that
none existed. On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that “the
language in Volcker is unclear,” a statement that presumably refers to the fact that the
implementing regulation was then and still is under development. In addition, the bank had
earlier written to regulators expressing concern that the SCP’s derivatives trading would be
“prohibited” by the VVolcker Rule. The bank omitted any mention of that analysis to investors,
when essentially asserting that the CIO would be permitted under the law to continue operating
the SCP as before.

Omitting VaR Model Change. Near the end of January, the bank approved use of a
new CIO Value-at-Risk (VaR) model that cut in half the SCP’s purported risk profile, but failed
to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to
the old model in its May 10-Q filing. JPMorgan Chase was aware of the importance of VaR risk
analysis to investors, because when the media first raised questions about the whale trades, the
bank explicitly referred analysts to the CIO’s VaR totals in its 2011 annual 10-K filing, filed on
February 29, 2012. Yet, days later, on April 13, the bank’s 8-K filing contained a misleading
chart that listed the CIO’s first quarter VVaR total as $67 million, only $3 million more than the
prior quarter, without also disclosing that the new figure was the product of a new VaR model
that calculated a much lower VaR profile for the CIO than the prior model. An analyst or
investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would
likely have believed that the positions underlying those VaRs were similar, since the VaR totals
were very similar. The change in the VaR methodology effectively masked the significant
changes in the portfolio.

When asked in a May 10 call with investors and analysts why the VaR model was
changed, Mr. Dimon said the bank made “constant changes and updates to models, always trying
to get them better,” but did not disclose that the bank had reinstated the old CIO VaR model
because the “update[d]” CIO VaR had understated risk by a factor of two, was error prone, and
suffered from operational problems. The May 10-Q filing included a chart showing a revised
CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially
reported for the first quarter, and also twice the average amounts in 2011 and 2010. The only
explanation the May 10-Q filing provided was that the revised VaR “was calculated using a
methodology consistent with the methodology used to calculate C1O’s VaR in 2011.”

Together, these misstatements and omissions about the involvement of the bank’s risk
managers in putting on SCP positions, the SCP’s transparency to regulators, the long-term nature
of its decisionmaking, its VaR totals, its role as a risk-mitigating hedge, and its supposed
consistency with the VVolcker Rule, misinformed investors, regulators, and the public about the
nature, activities, and riskiness of the CIO’s credit derivatives during the first quarter of 2012.
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C. Whale Trade Case History

By digging into the details of the whale trades, the Subcommittee investigation has
uncovered systemic problems in how synthetic derivatives are traded, recorded, and managed for
risk, as well as evidence that the whale trades were not the acts of rogue traders, but involved
some of the bank’s most senior managers.

Previously undisclosed emails and memoranda showed that the C1O traders kept their
superiors informed of their trading strategies. Detailing the Synthetic Credit Portfolio showed
how credit derivatives, when purchased in massive quantities, with multiple maturities and
reference entities, produced a high risk portfolio that even experts couldn’t manage. Internal
bank documents revealed that the SCP was not managed as a hedge and, by March 2012, was not
providing credit loss protection to the bank. Systemic weaknesses in how some hedges are
documented and managed also came to light. In addition, the investigation exposed systemic
problems in the derivative valuation process, showing how easily the SCP books were
manipulated to hide massive losses. Recorded telephone calls, instant messages, and the Grout
spreadsheet disclosed how the traders booking the derivative values felt pressured and were
upset about mismarking the book to minimize losses. Yet an internal assessment conducted by
the bank upheld the obviously mismarked prices, declaring them to be “consistent with industry
practices.”

While the bank claimed that the whale trade losses were due, in part, to a failure to have
the right risk limits in place, the Subcommittee investigation showed that the five risk limits
already in effect were all breached for sustained periods of time during the first quarter of 2012.
Bank managers knew about the breaches, but allowed them to continue, lifted the limits, or
altered the risk measures after being told that the risk results were “too conservative,” not
“sensible,” or “garbage.” Previously undisclosed evidence also showed that C1O personnel
deliberately tried to lower the CIO’s risk results and, as a result, lower its capital requirements,
not by reducing its risky assets, but by manipulating the mathematical models used to calculate
its VaR, CRM, and RWA results. Equally disturbing is evidence that the OCC was regularly
informed of the risk limit breaches and was notified in advance of the CIO VaR model change
projected to drop the CIO’s VaR results by 44%, yet raised no concerns at the time.

Still another set of previously undisclosed facts showed how JPMorgan Chase
outmaneuvered its regulator, keeping the high risk Synthetic Credit Portfolio off the OCC’s radar
despite its massive size and three months of escalating losses, until media reports pulled back the
curtain on the whale trades. In a quarterly meeting in late January 2012, the bank told the OCC
that it planned to reduce the size of the SCP, but then increased the portfolio and its attendant
risks. Routine bank reports that might have drawn attention to the SCP were delayed, detailed
data was omitted, blanket assurances were offered when they should not have been, and
requested information was late or not provided at all. Dodging OCC oversight went to the head
of the CIO, Ina Drew, a member of the bank’s Operating Committee, who criticized the OCC for
being overly intrusive.
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Senior bank management was also involved in the inaccurate information conveyed to
investors and the public after the whale trades came under the media spotlight. Previously
undisclosed documents showed that senior managers were told the SCP was massive, losing
money, and had stopped providing credit loss protection to the bank, yet downplayed those
problems and kept describing the portfolio as a risk-reducing hedge, until forced by billions of
dollars in losses to admit disaster.

The whale trades case history offers another example of a financial institution engaged in
high risk trading activity with federally insured deposits attempting to divert attention from the
risks and abuses associated with synthetic derivatives. The evidence uncovered by the
Subcommittee investigation demonstrates that derivatives continue to present the U.S. financial
system with multiple, systemic problems that require resolution.

D. Findings of Fact

Based upon the Subcommittee’s investigation, the Report makes the following findings
of fact.

(1) Increased Risk Without Notice to Regulators. In the first quarter of 2012, without
alerting its regulators, JPMorgan Chase’s Chief Investment Office used bank
deposits, including some that were federally insured, to construct a $157 billion
portfolio of synthetic credit derivatives, engaged in high risk, complex, short term
trading strategies, and disclosed the extent and high risk nature of the portfolio to its
regulators only after it attracted media attention.

(2) Mischaracterized High Risk Trading as Hedging. JPMorgan Chase claimed at
times that its Synthetic Credit Portfolio functioned as a hedge against bank credit
risks, but failed to identify the assets or portfolios being hedged, test the size and
effectiveness of the alleged hedging activity, or show how the SCP lowered rather
than increased bank risk.

(3) Hid Massive Losses. JPMorgan Chase, through its Chief Investment Office, hid over
$660 million in losses in the Synthetic Credit Portfolio for several months in 2012, by
allowing the CIO to overstate the value of its credit derivatives; ignoring red flags
that the values were inaccurate, including conflicting Investment Bank values and
counterparty collateral disputes; and supporting reviews which exposed the SCP’s
questionable pricing practices but upheld the suspect values.

(4) Disregarded Risk. In the first three months of 2012, when the CIO breached all five
of the major risk limits on the Synthetic Credit Portfolio, rather than divest itself of
risky positions, JPMorgan Chase disregarded the warning signals and downplayed the
SCP’s risk by allowing the CIO to raise the limits, change its risk evaluation models,
and continue trading despite the red flags.

(5) Dodged OCC Oversight. JPMorgan Chase dodged OCC oversight of its Synthetic
Credit Portfolio by not alerting the OCC to the nature and extent of the portfolio;
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failing to inform the OCC when the SCP grew tenfold in 2011 and tripled in 2012;
omitting SCP specific data from routine reports sent to the OCC; omitting mention of
the SCP’s growing size, complexity, risk profile, and losses; responding to OCC
information requests with blanket assurances and unhelpful aggregate portfolio data;
and initially denying portfolio valuation problems.

(6) Failed Regulatory Oversight. The OCC failed to investigate CI10O trading activity
that triggered multiple, sustained risk limit breaches; tolerated bank reports that
omitted portfolio-specific performance data from the CIO; failed to notice when some
monthly CIO reports stopped arriving; failed to question a new VaR model that
dramatically lowered the SCP’s risk profile; and initially accepted blanket assurances
by the bank that concerns about the SCP were unfounded.

(7) Mischaracterized the Portfolio. After the whale trades became public, JPMorgan
Chase misinformed investors, regulators, policymakers and the public about its
Synthetic Credit Portfolio by downplaying the portfolio’s size, risk profile, and
losses; describing it as the product of long-term investment decisionmaking to reduce
risk and produce stress loss protection, and claiming it was vetted by the bank’s risk
managers and was transparent to regulators, none of which was true.

E. Recommendations

Based upon the Subcommittee’s investigation and findings of fact, the Report makes the
following recommendations.

(1) Require Derivatives Performance Data. Federal regulators should require banks to
identify all internal investment portfolios containing derivatives over a specified
notional size, and require periodic reports with detailed performance data for those
portfolios. Regulators should also conduct an annual review to detect undisclosed
derivatives trading with notional values, net exposures, or profit-loss reports over
specified amounts.

(2) Require Contemporaneous Hedge Documentation. Federal regulators should
require banks to establish hedging policies and procedures that mandate detailed
documentation when establishing a hedge, including identifying the assets being
hedged, how the hedge lowers the risk associated with those assets, how and when the
hedge will be tested for effectiveness, and how the hedge will be unwound and by
whom. Regulators should also require banks to provide periodic testing results on the
effectiveness of any hedge over a specified size, and periodic profit and loss reports
so that hedging activities producing continuing profits over a specified level can be
investigated.

(3) Strengthen Credit Derivative Valuations. Federal regulators should strengthen
credit derivative valuation procedures, including by encouraging banks to use
independent pricing services or, in the alternative, prices reflecting actual, executed
trades; requiring disclosure to the regulator of counterparty valuation disputes over a
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specified level; and requiring deviations from midpoint prices over the course of a
month to be quantified, explained, and, if appropriate, investigated.

(4) Investigate Risk Limit Breaches. Federal regulators should track and investigate
trading activities that cause large or sustained breaches of VaR, CS01, CSW10%,
stop loss limits, or other specified risk or stress limits or risk metrics.

(5) Investigate Models That Substantially Lower Risk. To prevent model
manipulation, Federal regulators should require disclosure of, and investigate, any
risk or capital evaluation model which, when activated, materially lowers the
purported risk or regulatory capital requirements for a trading activity or portfolio.

(6) Implement Merkley-Levin Provisions. Federal financial regulators should
immediately issue a final rule implementing the Merkley-Levin provisions of the
Dodd-Frank Wall Street Reform and Consumer Protection Act, also known as the
Volcker Rule, to stop high risk proprietary trading activities and the build-up of high
risk assets at federally insured banks and their affiliates.

(7) Enhance Derivative Capital Charges. Federal financial regulators should impose
additional capital charges for derivatives trading characterized as “permitted
activities” under the Merkley-Levin provisions, as authorized by Section 13(d)(3) of
the Bank Holding Company Act.® In addition, when implementing the Basel Il
Accords, Federal financial regulators should prioritize enhancing capital charges for
trading book assets.

® Section 13(d)(3), which was added by Section 619 of the Dodd Frank Act, states: “CAPITAL AND
QUANTITATIVE LIMITATIONS.--The appropriate Federal banking agencies, the Securities and Exchange
Commission, and the Commaodity Futures Trading Commission shall, as provided in subsection (b)(2), adopt rules
imposing additional capital requirements and quantitative limitations, including diversification requirements,
regarding the activities permitted under this section if the appropriate Federal banking agencies, the Securities and
Exchange Commission, and the Commodity Futures Trading Commission determine that additional capital and
quantitative limitations are appropriate to protect the safety and soundness of banking entities engaged in such
activities.”
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II. BACKGROUND

This section provides background information on JPMorgan Chase, its Chief Investment
Office, the Office of the Comptroller of the Currency, capital requirements for banks, and credit
derivatives.

A. JPMorgan Chase & Company

JPMorgan Chase & Co. (JPMorgan Chase) is a leading global financial services firm
incorporated under Delaware law and headquartered in New York City.” On the New York
Stock Exchange (NYSE), it is listed under the ticker symbol “JPM” and is a component of the
Dow Jones Industrial Average.® In addition to being the largest financial holding company in the
United States, the firm conducts operations in more than 60 countries, employs more than
240,000 people, maintains 5,500 bank branches, and as of December 31, 2012, has more than $2
trillion in assets.’

The JPMorgan Chase & Co. of today began as JPMorgan, a commercial bank, in the 19"
century.’® Subsequently, it grew into a complex, diversified firm through a series of acquisitions
and mergers that have included Chase Manhattan, a commercial bank; Bear Stearns, an
investment bank; and the banking operations of Washington Mutual, a thrift institution.* In
January 2013, JPMorgan Chase & Co. reported a 2012 record net income of $21.3 billion, on
revenue of $99.9 billion.™

JPMorgan Chase & Co. engages in a wide variety of financial services, including
banking, mortgage lending, securities, credit card issuance, commaodities trading, and asset
management.™ It also serves as a primary dealer in U.S. Government securities.** The firm’s

71/9/2013 Form 8-K, JPMorgan Chase & Co., at 1, (hereinafter “1/9/2013 JPMorgan Form 8-K”),
http://xml.10kwizard.com/filing_raw.php?repo=tenk&ipage=8650849; see also “Financial Highlights,” JPMorgan
Chase & Co., http://files.shareholder.com/downloads/ONE/2156230184x0x556141/09bf5025-eea2-413d-a0af-
96820dd964f6/JPMC_2011_annual_report_finhighlights.pdf.

& «“JPMorgan Chase & Co.,” New York Stock Exchange, http://www.nyse.com/about/listed/jpm.html.

® JPMorgan is the largest bank holding company by asset size. See “Top 50 Holding Companies (HCs) as of
9/30/2012,” Federal Reserve System, National Information Center,
http://www.ffiec.gov/nicpubweb/nicweb/Top50Form.aspx; 2/28/2013 Form 10-K (Annual Report), JPMorgan Chase
& Co., at 1, http://files.shareholder.com/downloads/ONE/2275559219x0xS19617-13-221/19617/filing.pdf; see
“About Us,” JPMorgan Chase & Co., http://www.jpmorganchase.com/corporate/About-JPMC/about-us.htm; see
also “Financial Highlights,” JPMorgan Chase & Co.,
http://files.shareholder.com/downloads/ONE/2156230184x0x556141/09bf5025-eea2-413d-a0af-
96820dd964f6/JPMC_2011 annual_report_finhighlights.pdf.

19 See “The History of JPMorgan Chase & Co.,” JPMorgan Chase & Co.,
http://www.jpmorganchase.com/corporate/About-JPMC/document/shorthistory.pdf.

1 See “History of Our Firm,” JPMorgan Chase & Co., http://www.jpmorganchase.com/corporate/About-
JPMC/jpmorgan-history.htm.

121/16/2013 JPMorgan Chase & Co. press release, “JPMorgan Chase Reports Fourth-Quarter 2012 Net Income of
$5.7 Billion, or $1.39 Per Share, on Revenue of $24.4 Billion,” at 1,
http://files.shareholder.com/downloads/ONE/2275559219x0x628669/0de76d99-815a-4a63-b14d-
c9f41ed930a3/JPM_News 2013 1 16 Current.pdf.

35/10/2012 JPMorgan Form 10-Q, at 4-5.


http://files.shareholder.com/downloads/ONE/2275559219x0x628669/0de76d99-815a-4a63-b14d-c9f41ed930a3/JPM_News_2013_1_16_Current.pdf
http://www.jpmorganchase.com/corporate/About-JPMC/jpmorgan-history.htm
http://www.jpmorganchase.com/corporate/About-JPMC/document/shorthistory.pdf
http://files.shareholder.com/downloads/ONE/2156230184x0x556141/09bf5025-eea2-413d-a0af-96820dd964f6/JPMC_2011_annual_report_finhighlights.pdf
http://www.jpmorganchase.com/corporate/About-JPMC/about-us.htm
http://files.shareholder.com/downloads/ONE/2275559219x0xS19617-13-221/19617/filing.pdf
http://www.ffiec.gov/nicpubweb/nicweb/Top50Form.aspx
http://www.nyse.com/about/listed/jpm.html
http://files.shareholder.com/downloads/ONE/2156230184x0x556141/09bf5025-eea2-413d-a0af-96820dd964f6/JPMC_2011_annual_report_finhighlights.pdf
http://xml.10kwizard.com/filing_raw.php?repo=tenk&ipage=8650849
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principal bank subsidiaries are JPMorgan Chase Bank, N.A., a national bank with U.S. branches
in 23 states, and Chase Bank USA, N.A., a national bank specializing in credit cards.™ The
firm’s principal non-bank subsidiary is JPMorgan Securities LLC.*® The bank and non-bank
subsidiaries of the firm operate nationally as well as through overseas branches and subsidiaries,
representative offices, and subsidiary foreign banks.*’

The holding company’s activities are organized into six major lines of business or
business segments: (1) Retail Financial Services, (2) Card Services and Automobile Loans, (3)
Commercial Banking, (4) Investment Banking, (5) Treasury and Securities Services, and (6)
Asset Management.™® In addition, JPMorgan Chase & Co. maintains an internal group called
“Corporate/Private Equity,” which houses its internal treasury function, a private equity group,
and the Chief Investment Office (C10).'° JPMorgan Chase has highlighted its focus on risk
management and often refers to its “fortress balance sheet.”?°

JPMorgan Chase is also the largest derivatives dealer in the United States, active in
derivatives markets involving commodities, credit instruments, equities, foreign currencies, and
interest rates.”* Four U.S. banks dominate the U.S. derivatives markets, of which the credit
derivatives market is the third largest, representing about 6% of all derivatives activities.?
JPMorgan Chase is the largest U.S. derivatives dealer in the credit markets.*?

James (Jamie) Dimon is Chairman of the Board of Directors and Chief Executive Officer
(CEO) of JPMorgan Chase & Co.2* In his capacity as CEO of the holding company, Mr. Dimon
certifies the accuracy of required regulatory filings with the Securities and Exchange
Commission (SEC), such as the Company’s Forms 10-K and 10-Q.%

Y “primary Dealer List,” Federal Reserve Bank of New York,
http://www.newyorkfed.org/markets/pridealers_current.html.

12 5/10/2012 JPMorgan Form 10-Q, at 4.

"l

®1d., at 4-5.

91d., at 4; JPMorgan Chase & Co. 2011 annual report at 107 (hereinafter “2011 JPMorgan annual report”),
http://files.shareholder.com/downloads/ONE/2265496134x0x556139/75b4bd59-02e7-4495-a84c-
06e0b19d6990/JPMC_2011_annual_report_complete.pdf.

% See, e.g., testimony of Jamie Dimon, Chairman & CEO, JPMorgan Chase & Co., before the U.S. Senate
Committee on Banking, Housing and Urban Affairs, S. Hrg. 112-715 (June 13, 2012), at 2,
http://files.shareholder.com/downloads/ONE/2156234165x0x577097/c0734566-d05f-4b7a-9fad-
ecl12a29fb2da/JPM_News 2012 6 13 Current.pdf; see also 1/13/2012 “2011 Business Results,” JPMorgan Chase
& Co. press release, at 2, http://files.shareholder.com/downloads/ONE/2156234165x0x533390/4026b17b-89d6-
4ada-be00-9548¢93ff325/4Q11_JPM_EPR_FINAL.pdf.

21 See “OCC’s Quarterly Report on Bank Trading and Derivatives Activity Second Quarter 2012,” Office of
Comptroller of Currency, at Tables 1-5 and Graph 3, http://www2.occ.gov/topics/capital-markets/financial-
markets/trading/derivatives/dq212.pdf.

21d., at 9, Graphs 3 and 4.

2 d., at Tables 11 and 12.

2 Mr. Dimon became Chairman of the Board on December 31, 2006, and has been Chief Executive Officer since
December 31, 2005. See “Members of the Board,” JPMorgan Chase & Co.,
http://www.jpmorganchase.com/corporate/About-JPMC/board-of-directors.htm#dimon.

% 2/29/2012 “Form 10-K,” JPMorgan Chase & Co., at 342,
http://files.shareholder.com/downloads/ONE/2204603745x0xS19617-12-163/19617/filing.pdf; 11/8/2012, “Form


http://files.shareholder.com/downloads/ONE/2204603745x0xS19617-12-163/19617/filing.pdf
http://www.jpmorganchase.com/corporate/About-JPMC/board-of-directors.htm#dimon
http://www2.occ.gov/topics/capital-markets/financial-markets/trading/derivatives/dq212.pdf
http://files.shareholder.com/downloads/ONE/2156234165x0x533390/4026b17b-89d6-4ada-be00-9548c93ff325/4Q11_JPM_EPR_FINAL.pdf
http://files.shareholder.com/downloads/ONE/2156234165x0x577097/c0734566-d05f-4b7a-9fa4-ec12a29fb2da/JPM_News_2012_6_13_Current.pdf
http://files.shareholder.com/downloads/ONE/2265496134x0x556139/75b4bd59-02e7-4495-a84c-06e0b19d6990/JPMC_2011_annual_report_complete.pdf
http://www.newyorkfed.org/markets/pridealers_current.html
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Douglas Braunstein served as JPMorgan Chase & Co.’s Chief Financial Officer (CFO)
from July 2010 to December 2012. He was also a member of the firm’s Executive and Operating
Committees.”® In November 2012, JPMorgan Chase announced that Mr. Braunstein would step
down from that post at the end of the year, and he has since become a Vice Chairman of the
holding company.?” In his capacity as CFO, Mr. Braunstein was charged with overseeing and
certifying the accuracy of the firm’s financial reporting, and ensuring adequate capital and
liquidity, among other duties.?®

John Hogan currently serves as JPMorgan Chase’s Chief Risk Officer, having taken that
position in January 2012. Before that, he served as the Chief Risk Officer in the Investment
Bank.?® His predecessor was Barry Zubrow, who served as the firm’s Chief Risk Officer from
November 2007 to January 2012, after which he was appointed head of Corporate and
Regulatory Affairs.*® In October 2012, Mr. Zubrow announced he would retire.*

Stephen Cutler serves as JPMorgan Chase’s general counsel.** Greg Baer is a managing
director and deputy general counsel in charge of corporate and global regulatory affairs since
September 2010.% Prior to that, Mr. Baer worked in a similar position at Bank of America.*

James E. (Jes) Staley served as Chairman and CEO of the Corporate and Investment
Bank, capping a career of more than 30 years at JPMorgan Chase.* He was also a member of
the firm’s Executive and Operating Committees. In January 2013, Mr. Staley left JPMorgan to
become a managing partner at BlueMountain Capital Management, a hedge fund.*®

C.S. Venkatakrishnan is the head of the holding company’s Model Risk and
Development office which oversees development of risk and capital models and metrics. Prior

10-Q,” JPMorgan Chase & Co., at 230, http://files.shareholder.com/downloads/ONE/2204603745x0xS19617-12-
308/19617/filing.pdf.
% Subcommittee interview of Douglas Braunstein, JPMorgan Chase (9/12/2012).
%" The current Chief Financial Officer of the holding company is Marianne Lake. 1/16/2013 “Report of JPMorgan
Chase & Co. Management Task Force Regarding 2012 CIO Losses,”
http://files.shareholder.com/downloads/ONE/2288197031x0x628656/4cb574a0-0bf5-4728-9582-
625e4519b5ab/Task_Force_Report.pdf* (hereinafter “2013 JPMorgan Chase Task Force Report™), at 18.
%8 Subcommittee interview of Douglas Braunstein, JPMorgan Chase & Co. (9/12/2012); see also 12/4/2012 “Form
8-K,” JPMorgan Chase & Co., at 3, http://files.shareholder.com/downloads/ONE/2204603745x0xS1193125-12-
489964/19617/filing.pdf.
2 Subcommittee interview of John Hogan and Ashley Bacon, JPMorgan Chase (9/4//2012).
2(1’ 2013 JPMorgan Chase Task Force Report, at 19.

Id.
% «Ahout Us: Leadership Team — Operating Committee,” JPMorgan Chase & Co.,
http://www.jpmorganchase.com/corporate/ About-JPMC/operating-committee.htm.
% «JPM Chase Hires B of A’s Gregory Baer,” American Banker, Rob Blackwell (9/9/2010),
?}tp://www.americanbanker.com/issues/l75_l73/jpm-chase-hires-bofa-greg-baer-1025302-1.html.

Id.
% «JP Morgan’s Staley Quits to Join BlueMountain Hedge Fund,” Bloomberg, Mary Childs and Dawn Kopecki
(1/8/2013), http://www.bloomberg.com/news/2013-01-08/jpmorgan-s-staley-quits-to-join-bluemountain-hedge-
fund.html.
%1d.
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http://www.americanbanker.com/issues/175_173/jpm-chase-hires-bofa-greg-baer-1025302-1.html
http://www.jpmorganchase.com/corporate/About-JPMC/operating-committee.htm
http://files.shareholder.com/downloads/ONE/2204603745x0xS1193125-12-489964/19617/filing.pdf
http://files.shareholder.com/downloads/ONE/2288197031x0x628656/4cb574a0-0bf5-4728-9582-625e4519b5ab/Task_Force_Report.pdf
http://files.shareholder.com/downloads/ONE/2204603745x0xS19617-12-308/19617/filing.pdf
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to assuming that post in February 2012, he was head of the Investment Bank Structuring and
Pricing Direct office.*

Michael Cavanagh has served as Co-CEO of the Corporate and Investment Bank since
July 2012, and is a member of the firm’s Executive and Operating Committees.*® Prior to that
position, he served as CEO of the firm’s Treasury and Securities Services from June 2010 to July
2012.%° Before that, Mr. Cavanagh served as the firm’s Chief Financial Officer from September
2004 to June 2010.% In May 2012, Mr. Cavanagh became head of the JPMorgan Chase & Co.
Management Task Force established to conduct an internal investigation of the CIO losses.**
Daniel Pinto is currently the other Co-CEO of the Corporate and Investment Bank.*

B. Chief Investment Office

The Chief Investment Office (C10) is located within JPMorgan Chase’s
Corporate/Private Equity division.*® It has a staff of about 425, including 140 traders, and
maintains offices in several locations, including New York and London.**

According to JPMorgan Chase, the CIO’s predominant purpose is to maintain an
investment portfolio to manage the bank’s excess deposits.* JPMorgan Chase explained to the
Subcommittee that the CIO’s excess deposits portfolio results from an “enduring mismatch” that
the bank experiences between customer deposits, which it treats as a liability since the bank must
repay them upon demand, and bank loans, which the bank treats as an asset since they must be
repaid to the bank with interest.*® According to JPMorgan Chase, the deposits managed by the
CIO are “mostly uninsured corporate deposits,” but also include some insured deposits.*’

Ina Drew, who headed the CIO from 2005 to May 2012, told the Subcommittee that,
during the 2008 financial crisis, about $100 billion in new deposits were added to the bank by
depositors seeking a safe haven for their assets,*® effectively doubling the C1O’s pool of excess

%2013 JPMorgan Chase Task Force Report, at 21.

% Subcommittee interview of Michael Cavanagh, JPMorgan Chase (12/12/2012); see also “Michael J. Cavanagh,”
Bloomberg Businessweek Executive Profile,
http://investing.businessweek.com/research/stocks/people/person.asp?personld=170434&ticker=JPM.

% “Michael J. Cavanagh,” Bloomberg Businessweek Executive Profile,
http://investing.businessweek.com/research/stocks/people/person.asp?personld=170434&ticker=JPM.

“0|d.; Subcommittee interview of Michael Cavanagh, JPMorgan Chase (12/12/2012).

! Subcommittee interview of Michael Cavanagh, JPMorgan Chase (12/12/2012); 2013 JPMorgan Chase Task Force
Report, at 1, footnote 1.

*2 Subcommittee interview of Michael Cavanagh, JPMorgan Chase (12/12/2012).

*% 2011 JPMorgan annual report at 107; Subcommittee briefing by JPMorgan Chase (5/22/2012) (Greg Baer).
#2013 JPMorgan Chase Task Force Report, at 21; Levin Office briefing by JPMorgan Chase, (5/25/2012) (Greg
Baer).

#% 2013 JPMorgan Chase Task Force Report, at 21; Subcommittee briefing by JPMorgan Chase (8/15/2012) (Greg
Baer).

“® evin Office briefing by JPMorgan Chase (5/22/2012) (Greg Baer).

*" Subcommittee briefing by JPMorgan Chase (8/15/2012) (Greg Baer).

“8 Subcommittee interview of Ina Drew, CIO (9/7/2012); see also 2/13/2012 letter from JPMorgan Chase to U.S.
Department of the Treasury and others, “Comment Letter on the Notice of Proposed Rulemaking Implementing
Section 619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act,” JPM-CIO-PSI-0013270, at 57
(“As the crisis unfolded, JPMorgan experienced an unprecedented inflow of deposits (more than $100 billion)
reflecting a flight to quality.”).


http://investing.businessweek.com/research/stocks/people/person.asp?personId=170434&ticker=JPM
http://investing.businessweek.com/research/stocks/people/person.asp?personId=170434&ticker=JPM
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deposits.”® By 2012, the CIO was managing a portfolio of approximately $350 billion, a historic
high.>® According to the OCC, the enormous size of this $350 billion portfolio would make the
CIO alone the seventh largest bank in the country.™

The CIO was formerly part of the bank’s internal treasury function, but was split off into
a stand-alone office in 2005.°% According to JPMorgan Chase, its Treasury office and the C1O
perform similar tasks in terms of managing the bank’s assets, but the Treasury office focuses
more on shorter-term asset liability management.>® In 2012, JPMorgan Chase’s proxy statement
described the CIO and its Treasury office as follows: “The Chief Investment Office and
Corporate Treasury are responsible for managing the Firm’s liquidity, interest rate and foreign
exchange risk, and other structural risks.”>* A March 2012 internal JPMorgan Chase
presentation on “C10 2012 Opportunities and Challenges,” prepared by the CIO, stated that the
ClO’s “key mandate” was to: “[o]ptimize and protect the firm’s balance sheet from potential
losses, and create and preserve economic value over the longer-term.”>°

CI10O Investment Portfolios. In its March 2012 presentation, the CIO described
managing nine investment portfolios spanning an investment horizon that extended from the
shorter term to the longer term.>® At the short end of the horizon, the CIO indicated that it
maintained “North America” and “International”” portfolios, whose assets were “mainly in mark
to market accounts.”’ In the medium-term, the CI1O presentation indicated that the CIO had a
“Strategic Asset Allocation” portfolio, which was a portfolio used to “manage the Firm’s
structural risk exposures” using assets that were “[m]ainly available-for-sale.”*® Also included
in the medium-term horizon were portfolios of assets used to hedge the bank’s activities relating
to foreign exchange and mortgage servicing rights.>® On the longer-term investment horizon, the
CIO presentation indicated that the CIO maintained a portfolio to fund the bank’s retirement
plans; a portfolio to maximize “tax advantaged investments of life insurance premiums”; and a
private equity portfolio that, by 2012, was characterized as “in run-off mode.”® A final
component of the CIO’s longer term horizon was a portfolio of “Special Investments,” which

*° Subcommittee interview of Ina Drew, CIO (9/7/2012).
%0 Subcommittee interview of Scott Waterhouse, OCC (9/17/2012).
51
Id.
°2 Subcommittee briefing by JPMorgan Chase (8/15/2012) (Harry Weiss).
53
Id.
> 5/15/2012 JPMorgan Chase 2012 Proxy Statement, “Board’s Role in Risk Oversight,” at 11,
http://files.shareholder.com/downloads/ONE/2265496134x0x556146/e8b56256-365¢-45aa-bbdb-
3aa82f0d07ea/JPMC_2012 proxy_statement.pdf.
*® Mar. 2012 “Directors Risk Policy Committee — CIO 2012 Opportunities and Challenges,” prepared by Ina Drew
and Irvin Goldman, CI1O, JPM-CIO-PSI 0015015.
56
Id.
> 1d.
% 1d.
*1d.
% |d. Subcommittee interview of Fred Crumlish, OCC (8/28/2012). According to Ina Drew, the private equity
portfolio was added to the CIO in 2010, at the request of Mr. Dimon. Subcommittee interview of Ina Drew, CIO
(9/7/2012).
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consisted of stressed or distressed investment opportunities “related to undervalued or
underperforming loans” on the bank’s balance sheet.®

Altogether, the C10’s March 2012 internal presentation identified nine separate
investment portfolios, yet made no explicit mention of the Synthetic Credit Portfolio, despite its
then massive size and alleged importance in hedging the bank’s overall credit risk. Ms. Drew
told the Subcommittee that the SCP was part of the Tactical Asset Portfolio which, in turn, was
part of the International portfolio identified as having a shorter term investment horizon.®

The OCC capital markets examiner responsible for JPMorgan Chase told the
Subcommittee that, while Ms. Drew viewed the CIO as providing “special” asset management
functions, he viewed the CIO as providing typical asset-liability management services for the
bank, combined with private equity and pension management arms.®®

Ina Drew served as the bank’s Chief Investment Officer and head of the CIO from
February 2005, when it was first spun off as a stand-alone office, until May 2012.%* Ms. Drew
reported directly to Mr. Dimon and was a member of JPMorgan Chase’s Executive and
Operating Committees.®® Prior to taking the helm at the C10, Ms. Drew had headed the holding
company’s Global Treasury office.?® On May 14, 2012, about a month after media reports on
the trading losses in the CIO’s Synthetic Credit Portfolio, the firm announced that Ms. Drew had
decided to retire.®” She was replaced initially by Matthew Zames, from May to September 2012,
and then by Craig Delaney.®®

Other senior CIO management included the C10’s Chief Financial Officer, a position
held by Joseph Bonocore from late 2000 until November 2010; and by John Wilmot from
January 2011 until May 2012.% He was then replaced by Marie Nourie.” The CIO’s most
senior risk officer was Peter Weiland from 2008 until 2012; then Irvin Goldman from January
2012 until he resigned in July 2012.”* He was replaced by Chetan Bhargiri who now serves as

% Mar. 2012 “Directors Risk Policy Committee — CIO 2012 Opportunities and Challenges,” prepared by Ina Drew
and Irvin Goldman, CIO, JPM-CIO-PSI 0015015. Ms. Drew told the Subcommittee that this portfolio was also
added to the CIO at the request of Mr. Dimon. Subcommittee interview of Ina Drew, CI1O (9/7/2012).

82 Subcommittee interview of Ina Drew, CIO (9/7/2012).

% Subcommittee interview of Fred Crumlish, OCC (8/28/2012). See also FDIC presentation, “JPMC &
COMPANY CIO Synthetic Credit Portfolio,” FDICPROD-0001783, at 2 (“As far back as 2006, CIO’s mandate was
to act as a traditional ALM function with multiple priorities, including investing the firm’s excess cash, managing
the firm’s pension fund and capital hedging (mitigating stress events).”).

% Subcommittee interview of Ina Drew, CIO (9/7/2012).

% |d. See also 4/2012 JPMorgan Chase & Co. internal presentation to Subcommittee entitled, “Chief Investment
Office — Organization,” JPM-CIO-PSI 0001875.

% Subcommittee interview of Ina Drew, CIO (9/7/2012).

%7'5/14/2012 “JPMorgan Chase Announces Management Changes; Ina Drew to Retire; Matt Zames Named New
CIO,” JPMorgan Chase & Co. press release,
http://investor.shareholder.com/jpmorganchase/releasedetail.cfm?Releasel D=673037.

% Mr. Zames is now co-Chief Operating Officer of JPMorgan Chase & Co., and Mr. Delaney reports to him. 2013
JPMorgan Chase Task Force Report, at 15, 107.

% Subcommittee interviews of Joseph Bonocore, JPMorgan Chase (9/11/2012) and John Wilmot, CIO (9/11/2012);
2013 JPMorgan Chase Task Force Report, at 20.

702013 JPMorgan Chase Task Force Report, at 15.

™ Subcommittee interviews of Peter Weiland (8/29/2012) and Irvin Goldman (9/15/2012); 2013 JPMorgan Chase
Task Force Report, at 19-20. Mr. Weiland resigned in October 2012. 1d., at 20.
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Chief Risk Officer for the CIO as well as the bank’s Treasury and Corporate offices.” Since
2007, Patrick Hagan served as the C1O’s chief quantitative analyst.”

The International Chief Investment Officer was Achilles Macris, who joined the CIO in
2006, rose quickly to management, and served as Ms. Drew’s top deputy in the CIO’s London
office.” He oversaw management of the Synthetic Credit Portfolio. Prior to working at the
CIO, Mr. Macris worked for Dresdner Kleinwort Wasserstein, a British investment bank, as a
proprietary trader.” Mr. Macris is a Greek national and U.S. citizen.

Javier Martin-Artajo joined the CI1O in 2007, as the head of Credit and Equity Trading."
He worked in the CIO’s London office, reported to Mr. Macris, and directly oversaw the
Synthetic Credit Portfolio.”” He had earlier worked for Mr. Macris at Dresdner Kleinwort
Wasserstein.”® Mr. Martin-Artajo is a Spanish national living in London.”

Bruno Iksil was a trader in the C1O’s London office and reported to Mr. Martin-Artajo.*
Mr. Iksil joined the CIO in 2005, and served as the head trader managing the Synthetic Credit
Portfolio from January 2007 until April 2012.%" Prior to joining JPMorgan Chase, Mr. Iksil
worked as a proprietary trader at Banque Populaire and later as head of Credit Derivatives at
Natixis, a French investment bank.®? Mr. Iksil is a French national who lived outside of Paris

722013 JPMorgan Chase Task Force Report, at 15.

® Subcommittee interview of Patrick Hagan, CIO (2/7/2013).

™ Subcommittee interview of Ina Drew, CIO (9/7/2012); 4/2012 JPMorgan Chase & Co. internal presentation to
Subcommittee entitled, “Chief Investment Office — Organization,” JPM-CIO-PSI 0001875, at 876, 879.

" See “JPMorgan Said to Transform Treasury to Prop Trading,” Bloomberg, Erik Schatzker, Christine

Harper, and Mary Childs (4/13/2012), http://www.bloomberg.com/news/2012-04-13/jpmorgan-said-to-transform-
treasury-to-prop-trading.html.

® Apr. 2012 JPMorgan Chase & Co. internal presentation to Subcommittee entitled, “Chief Investment Office —
Organization,” JPM-CIO-PSI 0001875, at 880. See also “JPMorgan Said to Transform Treasury to Prop Trading,”
Bloomberg, Erik Schatzker, Christine Harper, and Mary Childs (4/13/2012),
http://www.bloomberg.com/news/2012-04-13/jpmorgan-said-to-transform-treasury-to-prop-trading.html.

" Subcommittee interview of Ina Drew, CIO (9/7/2012); see also “At J.P. Morgan, Whale & Co. Go,” Wall Street
Journal, Dan Fitzpatrick and Gregory Zuckerman (7/13/2012); “JPMorgan Said to Transform Treasury to Prop
Trading,” Bloomberg, Erik Schatzker, Christine Harper, and Mary Childs (4/13/2012),
http://www.bloomberg.com/news/2012-04-13/jpmorgan-said-to-transform-treasury-to-prop-trading.html.

"8 Subcommittee interview of Ina Drew, CIO (9/7/2012); see also “JPMorgan Said to Transform Treasury to Prop
Trading,” Bloomberg, Erik Schatzker, Christine Harper, and Mary Childs (4/13/2012),
http://www.bloomberg.com/news/2012-04-13/jpmorgan-said-to-transform-treasury-to-prop-trading.html.

" JPMorgan Chase Task Force interview of Javier Martin-Artajo, C1O (partial readout to the Subcommittee on
9/6/2012).

8 Apr. 2012 JPMorgan Chase & Co. internal presentation to Subcommittee entitled, “Chief Investment Office —
Organization,” JPM-CI0O-PSI 0001875, at 880.

& Subcommittee interview of Ina Drew, CIO (9/7/2012); see also “‘London Whale’ Rattles Debt Market,” Wall
Street Journal, Gregory Zuckerman and Katy Burne (4/6/2012),
http://online.wsj.com/article/SB10001424052702303299604577326031119412436.html; “JPMorgan Trader Iksil
Fuels Prop-Trading Debate with Bets,” Bloomberg, Sharron D. Harrington, Bradley Keoun, and Christine Harper
(4/9/2012), http://www.bloomberg.com/news/2012-04-09/jpmorgan-trader-iksil-fuels-prop-trading-debate-with-
bets.html.

8 See “Ten Questions to be Answered on ‘London Whalegate,”” Financial News (5/11/2012),
http://www.efinancialnews.com/story/2012-05-11/10-questions-jp-morgan-scandal-iksil; “JPMorgan Trader Iksil
Fuels Prop-Trading Debate With Bets,” Bloomberg, Shannon D. Harrington and Christine Harper (4/9/2012),
http://www.bloomberg.com/news/2012-04-09/jpmorgan-trader-iksil-fuels-prop-trading-debate-with-bets.html.
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and commuted to his job in London.®® In April 2012, the media reported that Mr. Iksil, trading
on behalf of JPMorgan Chase, had been dubbed the “London Whale” by industry insiders
because of the C1O’s large trades in the credit markets.®* He oversaw several other CIO traders
including Julien Grout.*®

In July 2012, JPMorgan Chase fired Messrs. Macris, Martin-Artajo, and Iksil, and
suspended Mr. Grout.®® On July 13, 2012, the bank announced that “all CIO managers based in
London with responsibility for [the] Synthetic Credit Portfolio have been separated from the
Firm,” that JPMorgan Chase would withhold all severance payments and 2012 incentive
compensation from them, and that it would “claw back compensation from each individual.
The bank told the Subcommittee that it had obtained the maximum recovery permitted under its
employment policies from Ms. Drew and Messrs. Marcis, Martin-Artajo, Iksil, and Grout,
through a combination of canceling outstanding incentive awards and obtaining repayment of
awards previously paid.® The bank indicated the recovered amounts were roughly equal to two
years’ worth of the person’s total compensation.®® At the time of her departure, Ms. Drew
forfeited approximately $21.5 million.*

187

C. Office of the Comptroller of the Currency

The OCC is an independent bureau of the U.S. Department of Treasury charged with
supervising federally chartered banks (also called “national” banks), U.S. Federal branches of
foreign banks, and Federal savings associations.®* Under the Dodd-Frank Act, the OCC has also
become the primary regulator of federally chartered thrift institutions.”> The OCC maintains

8 See “Who Is the London Whale? Meet JPMorgan's ‘Humble’ Trader Bruno Iksil — Daily Intel,” New York
Magazine, Joe Coscarelli (5/11/2012), http://nymag.com/daily/intelligencer/2012/05/jpmorgan-london-whale-bruno-
iskil-2-billion-loss.html.

8 See, e.g., “‘London Whale’ Rattles Debt Market,” Wall Street Journal, Gregory Zuckerman and Katy Burne
(4/6/2012), http://online.wsj.com/article/SB10001424052702303299604577326031119412436.html.

® Apr. 2012 JPMorgan Chase & Co. internal presentation to Subcommittee entitled, “Chief Investment Office —
Organization,” JPM-CI10-PSI 0001875, at 880.

8 Subcommittee interview of Michael Cavanagh (12/12/2012). See also 7/12/2012 letter from JPMorgan Chase to
Achilles Macris, JPM-CIO-PSI-H 0002742-743, at 742; 7/12/2012 letter from JPMorgan Chase to Javier Martin-
Artajo, JPM-CIO-PSI-H 0002744-745, at 744; 7/12/2012 letter from JPMorgan Chase to Bruno Iksil, JPM-CIO-PSI-
H 0002740-741, at 740. Mr. Grout subsequently resigned from the bank on December 20, 2012.

87 7/13/2012 “CIO Task Force Update,” JPMorgan Chase & Co., at 22, Exhibit 99.3 to JPMorgan Chase 7/13/2012
Form 8-K, http://files.shareholder.com/downloads/ONE/2204603745x0x582869/df1f2a5a-927e-4¢10-a6a5-
aB8ebd8dafd69/CIO_Taskforce_ FINAL.pdf.

8 1/16/2013 email from JPMorgan Chase counsel to Subcommittee, “CIO clawbacks,” PSI-JPMC-33-000001.

8 2013 JPMorgan Chase Task Force Report, at 106.

% |d. See also “JPMorgan Chase Executive Resigns in Trading Debacle,” New York Times, Nelson D. Schwartz
and Jessica Silver-Greenberg (5/13/2012), http://www.nytimes.com/2012/05/14/business/jpmorgan-chase-executive-
to-resign-in-trading-debacle.html?pagewanted=all; “JPMorgan’s Drew Forfeits 2 Years’ Pay as Managers Ousted,”
Bloomberg, Dawn Kopecki (7/13/2012), http://www.businessweek.com/news/2012-07-13/dimon-says-ina-drew-
offered-to-return-2-years-of-compensation.

% «Agency Profile and History,” Office of the Comptroller of the Currency, Annual Report, FY 2011, at i,
http://occ.gov/publications/publications-by-type/annual-reports/2011AnnualReport.pdf; “About the OCC,” Office of
the Comptroller of the Currency, http://occ.gov/about/what-we-do/mission/index-about.html.

% Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act), P.L. 111-203, codified at 12
U.S.C. § 5412 (b)(2)(B) (2010).
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four district offices plus an office in London.” The head of the OCC, the Comptroller of the
Currency, is also a member of the Financial Stability Oversight Council and of the board of the
Federal Deposit Insurance Corporation (FDIC).** The current OCC head is Thomas J. Curry,
who took office in April 2012, just days after the whale trade stories broke.*®

The OCC is charged with ensuring the safety and soundness of the financial institutions it
oversees, and is authorized to conduct examinations, identify problems, and require corrective
action.®® Safety and soundness examinations are organized around a rating system called
CAMELS, an acronym for the six components that are evaluated. The CAMELS rating system
evaluates a financial institution’s: (C) capital adequacy, (A) asset quality, (M) management
effectiveness, (E) earnings, (L) liquidity, and (S) sensitivity to market risk. One consequence of
a poor CAMELS rating is a higher fee assessment the bank must pay to the Deposit Insurance
Fund of the FDIC. The OCC can impose a range of enforcement measures and penalties,
including issuing cease and desist orders, banning personnel from the banking industry, imposing
fines, and, in an extreme case, revoking a bank’s charter.®” The OCC can also lower a bank’s
CAMELS rating and order it to take specific actions to correct unsafe or unsound practices or
eliminate high risk or inappropriate assets.

The OCC has structured its supervision activities into three categories: a Large Bank
program, covering banks with assets of $50 billion or more; a Midsize Bank program, covering
banks with assets generally ranging from $10 billion to $50 billion; and a Community Bank
program, focusing on banks with under $10 billion in assets.* The OCC maintains a continuous
on-site presence at each of the 19 largest banks under its supervision.”® An Examiner-in-Charge
(EIC) leads each bank’s on-site team of examiners.® National banks and Federal savings
associations must submit regular reports to the OCC covering a wide range of safety and
soundness factors.'%*

Although the Federal Reserve oversees U.S. financial holding companies, because
JPMorgan Chase’s banks hold federal charters and the Chief Investment Office invests the
banks’ deposits, the OCC is the primary prudential regulator of JPMorgan Chase Bank and its

% «About the OCC,” Office of the Comptroller of the Currency, http://occ.gov/about/what-we-do/mission/index-
about.html.

% Id. See also “Financial Stability Oversight Council: About the FSOC,” U.S. Department of the Treasury,
http://www.treasury.gov/initiatives/fsoc/about/Pages/default.aspx.

% «Bjography: Thomas J. Curry, Comptroller of Currency,” U.S. Department of Treasury,
http://www.occ.gov/about/who-we-are/comptroller-of-the-currency/bio-thomas-curry-print.pdf.

% «Ahout the OCC,” Office of the Comptroller of the Currency, http://occ.gov/about/what-we-do/mission/index-
about.html.

" |1d. See also “Section Five — Licensing and Enforcement Measures,” Office of the Comptroller of the Currency,
Annual Report, FY 2011, http://occ.gov/publications/publications-by-type/annual-reports/2011AnnualReport.pdf.
% Testimony of Thomas J. Curry, Comptroller of the Currency, before the House Committee on Financial Services,
(June 19, 2012), at 2, http://www.occ.gov/news-issuances/congressional-testimony/2012/pub-test-2012-91-
written.pdf.

% 1d., at 3; “OCC at-a-glance,” Office of the Comptroller of the Currency, Annual Report, FY 2011,
http://occ.gov/publications/publications-by-type/annual-reports/2011AnnualReport.pdf.

100 Testimony of Thomas J. Curry, Comptroller of the Currency, before the House Committee on Financial Services,
(6/19/2012), at 3, http://www.occ.gov/news-issuances/congressional-testimony/2012/pub-test-2012-91-written.pdf.
101 «Ahout the OCC,” Office of the Comptroller of the Currency, http://occ.gov/about/what-we-do/mission/index-
about.html.
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subsidiaries, including the C10.' The OCC’s supervisory team includes approximately 65 on-
site examiners who are responsible for reviewing nearly every facet of JPMorgan Chase’s
activities and operations.'® Several OCC examiners were responsible for overseeing the C10.**

D. Capital Requirements

One key regulatory tool for limiting risk at federally insured banks and ensuring banks
meet their financial obligations involves requiring banks to meet minimum capital standards.
Banks that are well capitalized can withstand losses without endangering deposits, collapsing, or
seeking a taxpayer bailout. Banks that fail to maintain minimum capital levels can be deemed to
be operating in an unsafe and unsound manner and required to take corrective action.*®

Federal bank regulators have long required U.S. banks to maintain a minimum amount of
capital, meaning money raised primarily from shareholders and retained earnings, adjusting the
required level according to the amount and type of activities engaged in by the individual
bank.*® In general, the regulations require banks to maintain less of a capital cushion for safer
activities, such as investing in Treasury bonds, and more of a capital cushion for riskier
activities, such as trading synthetic credit derivatives. To carry out that approach, the regulations
generally assign greater “risk weights” or “capital charges,” to riskier assets.*”’

United States capital requirements reflect the Basel Accords, a set of international
standards on bank capital requirements issued by the Basel Committee on Banking
Supervision.'® Over time, the Basel Committee has issued four sets of capital standards. Basel
I, issued in 1988, provided the first international capital standards; Basel 11, issued in 1999,
revised the first Accord, and was finalized in 2004; Basel 2.5, issued in 2009, strengthened
capital standards related to securitizations and trading book exposures in response to the
financial crisis; and Basel 111, issued in 2010, provided a broader set of reforms.*® Basel III

192 See Testimony of Thomas J. Curry, Comptroller of the Currency, before the U.S. House of Representatives
Committee on Financial Services, (June 19, 2012), at 11-12, http://www.occ.gov/news-issuances/congressional-
testimony/2012/pub-test-2012-91-written.pdf.

103 1d., at 11.

104 For more information about OCC oversight of the C10, see Chapter V1.

195 See, e.g., OCC enforcement authority codified at 12 C.F.R. § 3.14, and the Federal Deposit Insurance
Corporation (FDIC) enforcement authority codified at 12 C.F.R. Part 325.

105 See, e.g., OCC minimum capital requirements, 12 C.F.R. Part 3, including Appendices A-C.

197 See, e.g., OCC minimum capital requirements, 12 C.F.R. Part 3, Appendix A, and FDIC minimum capital
requirements, 12 C.F.R. Part 325, Appendix C.

198 The Basel Committee on Banking Supervision (BCBS), first established in 1974, is an international body
composed of representatives from countries with major banking centers, including the United States and the G-20
countries. See “Basel Committee on Banking Supervision,” Basel Committee on Banking Supervision, Bank for
International Settlements, http://www.bis.org/bcbs/index.htm. The Basel Committee’s recommendations do not
have the force of law, but must be implemented by individual member countries using national laws and regulations.
See “History of the Basel Committee and its Membership,” Basel Committee on Banking Supervision, Bank for
International Settlements, http://www.bis.org/bcbs/history.htm. The BCBS is part of the Bank for International
Settlements, an international organization, located in Basel, Switzerland, which supports and facilitates collaboration
among central banks around the world. See “About BIS,” Bank for International Settlements,
http://www.bis.org/about/index.htm.

109'See “Basel Committee on Banking Supervision,” Basel Committee on Banking Supervision, Bank for
International Settlements, http://www.bis.org/bcbs/index.htm (summarizing history of Basel Accords); October 2011
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increased minimum capital requirements and introduced a new set of bank liquidity standards to
“improve the banking sector's ability to absorb shocks arising from financial and economic
stress, ... improve risk management and governance, [and] strengthen banks’ transparency and
disclosures.”*® Among other provisions, Basel 11 increased the minimum amount of capital
that had to be raised from common equity.***

To determine the amount of capital required at a particular bank, the Basel Accords
recommend, and U.S. bank regulators require, calculation of the bank’s “Risk Weighted
Assets.”**? Risk Weighted Assets (RWA\) are a dollar measure of a bank’s total assets, adjusted
according to the assets’ risk.**® U.S. bank regulators provide detailed guidance on the required
components of the mathematical model used to calculate RWA, but do not mandate the use of a
specific model.*** Instead, individual banks are allowed, within regulatory parameters and
subject to regulatory approval and oversight, to develop their own model to calculate RWA.**°
The bank’s aggregate RWA is then used to calculate its required minimum capital, with a greater
ratio of equity-based capital required for banks with higher RWA.**

Risk-based capital requirements offer a powerful tool to discourage overly risky bank
activities and safeguard against losses from such activities. Some commentators worry,
however, that when combined with Federal Reserve policies that lower capital costs for banks by
holding down interest rates, they may also create a perverse temptation for banks to engage in

“Progress report on Basel 111 implementation,” Basel Committee on Banking Supervision, Bank for International
Settlements, http://www.bis.org/publ/bcbs203.pdf.

10 “International regulatory framework for banks (Basel I11),” Basel Committee on Banking Supervision, Bank for
International Settlements, http://www.bis.org/bcbs/basel3.htm (providing general information about Basel 111). See
also October 2011 “Progress report on Basel 111 implementation,” Basel Committee on Banking Supervision, Bank
for International Settlements, http://www.bis.org/publ/bcbs203.pdf . In January 2013, the BCBS weakened the
liquidity standards issued in 2010, and delayed their implementation date. See January 2013 “Basel I1I: Liquidity
Coverage Ratio and liquidity risk management tools,” prepared by BCBS, http://www.bis.org/publ/bchs238.htm.
111 «Basel 111 overview table,” Basel Committee on Banking Supervision, Bank for International Settlements,
http://www.bis.org/bcbs/basel3/b3summarytable.pdf (table summarizing Basel 111 reforms). For information about
what qualifies as capital and common equity, see December 2011 “Basel |11 definition of capital — Basel 111
Frequently Asked Questions,” Basel Committee on Banking Supervision, Bank for International Settlements,
http://www.bis.org/publ/bchbs211.htm?ql=1. U.S. regulators have yet to fully implement Basel I11; regulations have
been proposed to implement its new capital requirements and additional, proposed regulations are being developed
to implement its new liquidity requirements.

112 See, e.g., OCC minimum capital requirements, 12 C.F.R. Part 3, Appendices A-B; “Revisiting Risk-Weighted
Assets,” IMF Working Paper No. WP/12/90, Vanessa Le Leslé and Sofiya Avramova (March 2012); June 2011
“Basel I11: A global regulatory framework for more resilient banks and banking system,” prepared by BCBS,
http://www.bis.org/publ/bcbs189.pdf (revised version 2011).

113 See, e.g., “Revisiting Risk-Weighted Assets,” IMF Working Paper No. WP/12/90, Vanessa Le Leslé and Sofiya
Avramova (March 2012); 2013 JPMorgan Chase Task Force Report, at 26; 12 C.F.R. Part 3, Appendix A (“Risk-
weighted assets means the sum of total risk-weighted balance sheet assets and the total of risk-weighted off-balance
sheet credit equivalent amounts. Risk-weighted balance sheet and off-balance sheet assets are calculated in
accordance with section 3 of this appendix A.”).

114 See, e.g., OCC minimum capital requirements, 12 C.F.R. Part 3, Appendices A-B.

115 Subcommittee briefing by OCC (3/4/2013); 12 C.F.R. Part 3, Appendices A-B.

118 See, e.g,, OCC’s minimum capital requirements, 12 C.F.R. Part 3, Appendix A (“A bank’s risk-based capital
ratio is obtained by dividing its capital base (as defined in section 2 of this appendix A) by its risk-weighted assets
(as calculated pursuant to section 3 of this appendix A).” ).
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riskier activities than if capital were more expensive.**’ During the several years before the
whale trades, the Federal Reserve initiated a series of actions that lowered capital costs for
banks, and also lowered the returns on such safe investments as Treasury bonds, making them
less attractive investments for banks. Those Federal Reserve policies may have inadvertently
encouraged banks to engage in riskier, higher return activities like the derivatives trading that led
to the whale trades.

E. Credit Derivatives

The trading activity that is the focus of this Report revolves around complex credit
derivatives, including credit default swaps, credit indices, and credit index tranches.

Derivatives are financial instruments that derive their value from another asset.**® Credit
derivatives derive their value from the creditworthiness of a specified fina